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1

2 Q. In there evidence that the economy been weak, despite all these efforts?

3 A. Yes. The following graph demonstrates there is a problem. The thick dashed line tracks

4 the size of the U.S. Economy, based upon the overall magnitude of Real GDP (the actual

5 volume of goods and services produced in the United States, after removing the impact of

6 inflation). The thin solid line shows the upward trajectory GDP has followed since World

7 War II — a path of long term compound growth which has resulted in ever-increasing

8 prosperity, and which has consistently left most people feeling their children were “better

9 off” than they themselves were during the analogous stages of their own lives. However,

10 during the roughly ten years since the peak of the last business cycle, GDP stopped

11 following this long-standing upward growth trajectory.
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Looking at this graph, it’s easy to see there is a large and growing gap between the

economy’s actual performance and the historical growth trajectory, as illustrated by the

thin solid line. Not only is the gap already quite large, the gap continues to grow, and

there are no signs it is going to be eliminated. This gap helps explain why so many

ordinary people continue to feel the economy is weak — years after the recession officially

“ended” — despite news reports concerning low unemployment and a strong stock market.
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1 Although few people have been shown hard data demonstrating the severity of

2 this problem, the underlying weakness is very real and significant, and it helps explain

3 why there is such widespread dissatisfaction with the economy and political leaders.

4 Similarly, the labor market remains very weak, although the “official” labor statistics

5 published in the news media seem to be encouraging, many people (or people they know)

6 are currently working part time jobs, or lower-paying less-skilled jobs, because they can’t

7 find better jobs, or they have retired early or dropped out of the labour force entirely,

8 because work opportunities remain weak. Growth in total employment has been poor,

9 evidencing problems that have paralleled weak growth in GDP. This also helps explain

10 why so many members of the public sense the economy is not strong, notwithstanding

I_i reports that the recession “ended” years ago.

12

13 Q. Is there a consensus concerning what can be done to solve this problem?

14 A. No, but there is reason to believe the traditional solutions (monetary and fiscal stimulus)

is are not working — and might even be contributing to the problem. As suggested by the

16 complaints of both the “Occupy Wall Street” and the “Tea Party” movements, these

17 policies led to an enormous flow of benefits from the government to specific interest

18 groups, ranging from large banks and Wall Street firms to the United Auto Workers. The

19 sums flowing to these politically well-connected groups have been enormous — measured

20 in the billions and even hundreds of billions of dollars — but any corresponding benefits

21 to the taxpayers and the public in general have been much less visible or measurable. As

22 time passed, and the costs mounted, attention was increasingly drawn to the

23 corresponding increase in the federal debt and the Federal Reserve Board’s actions
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1 effectively monetizing a substantial portion of the debt which have led to extraordinarily

2 low level of interest rates which have prevailed throughout this period.

3 The disappointing trajectory of the economy in the face of such massive fiscal and

4 monetary intervention has reinvigorated long running debates amongst economists over

S the theoretical underpinnings of Keynesian economics, and the effectiveness of various

6 approaches to stimulating or supporting the economy through monetary and fiscal

7 policies. Given the massive scale of the interventions on both the monetary and fiscal

8 fronts the lack of a highly visible and unequivocal response to this extraordinary level of

9 monetary and fiscal stimulus has been both striking and deeply disappointing.

10 Considering the depth of the initial decline (which would normally suggest an equally

11 sharp rebound) and the extraordinary scale and speed of the monetary and fiscal

12 intervention, orthodox (Keynesian) macroeconomics would logically suggest an

13 extraordinarily strong and rapid rebounding of the economy. Instead, the reality has been

14 quite the opposite -- growth has actually been weaker during these years than during the

15 typical post-recessionary period.

16 The discrepancy between actual results and the magnitude of the stimulus efforts

17 is quite striking — but it is open to more than one interpretation. For instance, followers

18 of the “Chicago School” of economics can plausibly argue that Keynesian monetary and

19 fiscal policy has just failed its largest test ever — supporting their contention that the

20 Keynesian model is flawed, and its policy prescriptions are deeply misguided. On the

21 other hand, some defenders of Keynesian economics have looked at the same evidence

22 and reached the opposite conclusion — arguing that the Keynesian “fix” was applied on

23 too small a scale because policy makers misjudged the magnitude of the recession — or

24 that the standard Keynesian assumptions concerning “multiplier effects” were off the
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1 mark, given the unique nature of this particular recession. This debate cannot easily be

2 resolved, since no one has yet developed any convincing estimates (and the data may

3 simply not exist) for how far down the economy would have dropped in tile absence of

4 government action, or in the presence of any specific alternative approach to government

5 policy.

6 Interestingly, the central debate I just sketched — whether monetary and fiscal

7 policy hasn’t worked, or just hasn’t been deployed on a massive enough scale — does not

8 exhaust the range of possible explanations for why the economy has been performing so

9 poorly in recent years. There is another explanation (or contributing factor) worth

10 mentioning, which can most easily be understood by considering one of the most striking

11 parallels between the current time period and the Great Depression: both have been times

12 of unusually intense public focus on the economy, and a time of great political and

13 economic uncertainty.

14 In the first dozen years of his time in office, President Franklin D. Roosevelt

15 engaged in an extraordinarily wide ranging program of economic and political

16 experimentation, trying many different (sometimes contradictory) policies, in hopes of

17 finding something — anything — that would pull the economy out of the depression. Some

18 of his policies were subsequently reversed or abandoned, and others were eventually

19 found to be unconstitutional, while still others became fundamental pillars of our

20 economic and political system. But, what is striking about this time period is that all of

2 1 this experimentation and unprecedented intervention into the economy had the

22 unintended consequence of creating an economic and political environment of great

23 uncertainty — which undoubtedly served to discourage risk taking, expansion and

24 investment. This period of great uncertainty didn’t end until attention in Washington and
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1 the country shifted away from economic policy experimentation to the more

2 straightforward problem of increasing production of ships, planes and armaments for

3 World War II.

4 Recent controversies over federal health care policy, rising fears concerning the

5 long term solvency of Medicare and other entitlement programs, pitched battles

6 concerning “cap and trade” before Congress, passage of the Dodd-Frank bill, which

7 mandates thousands of pages of new regulations, the sovereign debt crisis in Europe, far-

8 ranging and highly controverisal climate-related miemaking by the Environmental

9 Protection Agency, a series of “temporary” tax cuts, “fiscal cliffs,” and unusually intense,

10 highly publicized debates concerning the size and scope of the federal government,

11 fundamental tenets of federal tax policy, the size of the federal deficit, the federal debt

12 ceiling, and intense media focus on the timing of Federal Reserve action to return interest

13 rates to more normal levels, have all combined to create a climate of extraordinary

14 political and economic uncertainty. In fact, there has never been a period of such extreme

15 uncertainty since the Great Depression.

16 While the impact of this instability cannot be readily measured, logic suggests it

17 could be contributing to the problem, by slowing the pace of private sector capital

18 investment and business expansion, as decision makers hold off on investment and

19 expansion plans and hiring of more full-time workers until they have better forward

20 “visibility” concerning the future.

21

22 Q. What has occurred in the national labour market during this time period?

23 A. In January 2008, the national unemployment rate stood at just 5.0%. Unemployment

24 climbed slightly to 5.1% by March 2008. But, conditions began to deteriorate as
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1 problems in the housing sector spread into other sectors, with unemployment increasing

2 to 5.8% by July 2008. Then, as the financia’ crisis and federal bailout efforts began to

3 dominate the headlines, firms began to scale back their operations to cut costs, and the

4 rate of unemployment began to escalate even more rapidly.

5 By January 2009 the national unemployment rate had reached 7.8%, and

6 conditions continued to deteriorate. By October, 2009 (a few months after the official

7 end of the recession) unemployment had increased to 10.0%. Unemployment gradually

8 declined thereafter, to a low of 7.6% in March, 2013. Since that time, unemployment has

9 gradually declined, and is currently running just under 5%. Yet, most people are not

10 satisfied with the current situation, sensing that the labor market still isn’t back to normal.

11 One reason for this disconnect is that a large number of workers have become

12 discouraged and left the labor force, while others are currently underemployed — wanting

13 to work full time, but having to work part time, or having to work at lower paying jobs

14 because they are unable to find better-paying work for which they are fully qualified.

15 Similarly, the number of people who have remained unemployed for several months or

16 longer has remained at disturbingly high levels.

17

18 Q. Is there a standard data series that is sometimes used to quantify the

19 “underemployment” phenomenon you just mentioned?

20 A. Yes. The Bureau of Labor Statistics publishes several alternative measures to its official

21 unemployment rate. The official unemployment rate, or “U-3” series, measures the total

22 unemployed as a percentage of the civilian labor force. One alternative measure is

23 referred to as the “U-6” series, which measures the “total unemployed, plus discouraged

24 workers, plus all marginally attached workers, plus total unemployed part time for
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1 economic reasons, as a percentage of the civilian labor force plus all marginally attached

2 workers”. [See, Measures ofLabor utilization From the Current Population Survey, BLS

3 Working Papers, March, 2009]

4 This alternative measure provides a broader view of weakness in the labor market

5 because it considers, for example, individuals who are forced to work part time because

6 they can’t find a full time job. The standard measure of unemployment was at 4.4% in

7 October, 2006, while the broader “underemployment” rate was 8.2%, or 3.8% higher. By

8 December, 2009, the standard measure of unemployment had reached 9.9%, while

9 underemployment had sky-rocketed to 17. 1 ¾, or 7.2% higher. Its taken a long time, but

10 both official unemployment and underemployment have gradually declined since then,

ii dropping to 4.9% and 9.9% in January 2016, respectively.

12 However, even the broader U-6 measure doesn’t necessarily capture the full extent

13 of the economic pain experienced by many ordinary people. For instance, some young

14 people remained in college longer than they planned, or went back to school, because

15 good jobs haven’t been plentiful. Some families no longer have twopeople working,

16 because it seems so hard to find good jobs, and it makes sense for one person to stay at

17 home full time, thereby avoiding costs associated with commuting, child care and

18 housekeeping. And, many people are now working in jobs with lower pay and fewer

19 benefits, because they’ve given up hope of finding jobs as good as the ones they held in

20 earlier years. When people make these sorts of life style decisions, dropping out of the

21 labour force, they aren’t considered “unemployed” even in the broadest U-6 measure, yet

22 they are nevertheless suffering from the consequences of an economy that is not growing

23 at a normal pace.
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